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State  of  Montana  Department  of  Highways 
Helena,  Montana  59601 


We  have  examined  the  balance  sheet  of  the  State  of  Montana  Department  of 
Highways  as  of  June  30»  1972,  June  30,  1973  and  June  30,  1974  and  the  balance 
sheets  of  the  State-\d.de  Motor  Pool  as  of  the  same  dates,  together  with  the  re- 
lated statements  of  operations  and  surplus  for  the  years  then  ended,  and  the 
budgetary  accounts  for  each  of  the  years.    Our  examination  was  made  in  accord- 
ance with  generally  accepted  auditing  standards  and  accordingly  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we  deemed 
necessary  in  the  circumstances. 

In  our  opinion,  subject  to  the  exceptions  set  forth  in  the  next  paragraph, 
the  statements  present  fairly  the  financial  position  of  the  Department  of  High- 
ways and  the  State-wide  Motor  Pool  on  June  30,  1972,  June  30,  1973  and  June  30, 
1974  and  the  results  of  operations  for  the  years  then  ended  in  conformity  with 
generally  accepted  accounting  principles  applicable  to  Governmental  units  applied 
on  a  consistent  basis,  except  as  noted  in  the  next  paragraph. 

We  take  exception  to  the  recognition  of  mere  purchase  orders  as  liabilities 
for  materials,  services  and  equipment  orders  for  the  years  ending  June  30,  1972 
and  June  30,  1973,  and  to  the  inclusion  as  liabilities  of  purchase  orders  for 
equipment  on  June  30,  1974.    We  further  take  exception  to  the  distortion  of  in- 
come resulting  from  including  purchase  orders  for  material  and  services  for  the 
years  ending  June  30,  1972  and  June  30,  1973  and  not  for  the  year  ending  June 
30,  1974. 

As  in  prior  years,  this  report  is  presented  in  four  parts  as  follows; 

Part  One  -  Financial  Statements  for  the  Department. 

Exhibit       "A"  -  Balance  Sheets  as  of  June  30,  1972,  June 

30,  1973  and  June  30.  1974. 

Exhibit       "B"  -  Statements  of  Operations  for  the  Fiscal 

Years  Ending  June  30,  1972,  June  30,  1973 
and  June  30,  1974. 

Exhibit       "E"  -  Budget  Statements  for  the  Years  Ending 

June  30,  1973  and  June  30,  1974. 

Schedule       I    -    Reconciliation  of  Surplus  for  Each  of 

the  three  years. 

FOR  THE  STATE-WIDE  MOTOR  POOL 

Exhibit       "C"  -  Balance  Sheets  as  of  June  30,  1972,  June 

30,  1973  and  June  30,  1974. 


State  of  Montana  Department  of  Highways 
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Exhibit       "D"  -  Statements  of  Operations  for  the  Fiscal 

Years  Ending  June  30,  1972,  June  30, 
1973  and  June  30,  1974. 

Schedule      II       Reconciliation  of  Surplus  for  Each  of 

the  Three  Years. 

Part  Two  -  Comments  Regarding  Balance  Sheet  and  Statement  of  Opera- 
tions Items. 

Part  Three  -  Other  Comments. 

Part  Four    -  Recommendations. 

Personnel  of  the  Department  of  Highways  gave  us  complete  cooperation  and 
for  this  and  their  assistance,  we  thank  them  very  sincerely. 


Newland,  Horn  and  Taylor,  P.S.T. 
Certified  Public  Accountants 


Butte,  Montana 
December  6,  1974 
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PART  ONE 

STATE  OF  MONTANA  DEPARTMENT  OF  HIGHWAYS 
AUDIT  REPORT 

YEARS  ENDING  JUNE  30,  1972,  JUNE  30,  1973  AND  JU^IE  30, 
-        FINANCIAL  STATEMENTS 
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EXHIBIT  "B" 


STATE  OF  MONTANA  DEPARTMENT  OF  HIGHWAYS 


For  Years  Ending  June  30, 

1972,  June  30 

YEAR  ENDING 

JUNE  30,  1972 

JUNE  30  1973 

JUNE  30  1974 

Income: 

Motor  fuel  tax  receipts  $30,400,423.15 

S32  SSO  209  S9 

"^39  974  S7Q  9S 

Gross  vehicle  weight  taxes 

7,776,547.10 

8  888  131  54 

9  669  910  99 

U.  S.  Government  permit  and 

lease  receipts 

1,278,126.67 

1  322  522  99 

1   A73  A7S  33 

Miscellaneous  GVW  license  fees 

217,998.00 

2AA  197  no 

968  098  00 

Vehicle  excess  size  and  weisht  tax 

205,651.00 

249  389  00 

284  848  00 

50.157. 92 

'\9.  S71 

(^L  f^^'\  A^ 

D't,DXj.'+J 

■Rpcf-Tl  pt'Pd    TOllf'P    lo3.fi  DPTmitS 

30.082.00 

32,660.00 

71,020.00 

8.739.39 

6,484.31 

9,673.70 

Npw  fliito  paTfivaTi  tax 

JL'I  ^  W       d  U  W  w                 J.        V  &ULa       l>  U-^V 

3.339.25 

3,457.00  ; 

937.25 

Snecial  fuel  nermit  fines 

4,852.00 

10  766  57 

8  855  75 

46  991  00 

Total  Ipcome 

39.975,916.48 

LL  IfiS   9*^9  70 

ExDenses: 

State  portion  of  cost  of 

highways 

14,817,552.85 

12  092  080  4S 

13  967  397  19 

Maintenance  of  highways 

11,834,333.83 

Xi,JOH-,_)J.'4. 

1A  m      917  HQ: 

Maintenance  supervision 

1,199,862.63 

1   623  223  38 

1   fil 9  699  30 

X,  UX^  ,  \J^^  .  J\J 

General  administration 

1,689,812.86 

1  PQ9  npn  HQ 

GW  collection  expenses 

938,498.25 

Z700,_/X7.XX 

Field  division  engineering 

administration 

686,322.32 

749  511  38 

619  471.59 

Legislative  appropriation  expense 

2,301,918.26 

2  477  753  44 

2  787  289  97 

Am  y  *  \J  4    y            y  m  m/  1 

State  advertising  expenses 

597,700.59 

583  416  97 

736  241  39 

Roadside  rest  area  building 

repairs 

169,989.16 

239  OAS  6S 

9fiA  "SAA  8S 

Equipment  repairs 

115,049.50 

170  194  98 

Building  repairs 

119,740.43 

168  330.39  ^ 

151.193. 81 

Bad  debts 

6,225.67 

4  162  02 

9  421  48 

Depreciation 

58,717.34 

31   439  70 

so  071  26 

Inventory  adjustments 

52,293.08 

187  586  60 

59  ^72.95 

Motor  fuel  and  road  oil  facilities 

repairs 

11,062.84 

7  047  44 

10  073. 64 

Radio  repairs  and  operating  costs 

194,417.12 

9 no  1 A*^  i 

9 -3 A  Sfi 

Construction  engineering 

administration  expense 

328,948.92 

o C7   A^>A   1  Q 
zj/jfDO.xy 

Right-of-way  administration 

523,998.94 

:    637,992.76  % 

>  670,380.38 

Preliminary  engineering  admin. 

513,104.00 

607,886.07 

635,408.44 

Other  expenses 

91,359.86 

Total  expenses 

36,159,548.59 

34,217,521.61 

38,523,542.43 

Net  Income                                            $  3,816,367.89 

$  9,130,797.93 

$  5,641,690.27 

*    For  June  30,  1974,  costs  include  $1,274,679.47  of  unallocated  costs  in  connection 
with  operating  highway  equipment  of  which  $742,361.60  is  a  carry  over  from  the  pre- 
vious year. 
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EXHIBIT  "D" 


STATE  OF  MONTANA  STATEWIDE  MOTOR  POOL 

COMPAEATIVE  STATEMENTS  OF  OPERATIONS 
For  Years  Ending  June  30,  1972,  June  30,  1973,  June  30,  1974 


YEAR  ENDING 


JUNE  30,  1972 


JUNE  30,  1973         JUNE  30,  1974 


Income: 
Rentals 


$  3,033,646.46       $  3,891,074.70       $  3,410,365.94 


Expenses: 

Direct  costs 
Indirect  costs 
Depreciation 
Vehicle  loss  expenses 
Vehicle  transfer  expenses 
Over-allocation  of  payroll 
additive  costs 

Total  expenses 

Net  Income  or  (Loss) 


1,649,707.61 
700,540.41 
882,081.22 
14,455.57 


3,246,784.81 
(  213,138.35) 


1,707,965.16 
593,365.72 
1,174,306.38 
13,813.32 


3,489,450.58 
401,624.12 


1,851,862.47 
732,444.33 

1,043,167.88 
15,151.31 
15,975.52 

(  10,408.38) 

3,648,193.13 

(  237,827.19) 


Addition  to  Income: 

Income  created  by  valuation 
of  vehicles  transferred  back 
to  agencies  in  excess  of 
book  value  (see  comments  in 

report)     1,003,379.86 

Net  Income  or  (Loss)   (Note  1)  ($      213,138.35)      $      401,624.12        $  765,552.67 


Note  1:    Income  for  the  year  ending  June  30,  1973  included  back  charges  by  a  rate 
adjustment  of  $441,855.17  recorded  during  the  year. 
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SCHEDULE  I 


STATE  OF  MONTMA  DEPARTMENT  OF  HIGHWAYS 


RECONCILIATION  OF  SURPLUS  FROM  EARNINGS 
For  the  Years  Ending  June  30,  1972,  June  30,  1973,  June  30,  1974 

YEAR  ENDING 


JUNE  30,  1972 

Surplus  at  beginning  of  year  $30,655,222.25 
Additions  to  Surplus  or  (Reductions) 


Net  income  -  Exhibit  "B" 

Adjustments  to  reconcile  sub- 
sidiary ledgers  for  fixed 
assets  with  control 

Small  surplus  adjustments 

Depreciation  on  nuclear  equip- 
ment and  airplane  charged  to 
others  ~  For  prior  years 

Adjustments  to  prior  years  for 
encumbrances  which  were  not 
fulfilled 

Adjustment  in  charges  to  Motor 
Pool  for  amounts  allocated  to 
Motor  Pool  for  indirect  equip- 
ment expenses  for  1971-72 

Adjustments  to  estimated  Federal 
receipts  and  estimated  cost  of 
road  construction  and  reserves 

Increase  in  value  of  equipment 
transferred  to  Motor  Pool  and 
carried  as  loans 


3,816,367.89 

102,921.54 
1,533.50 


JUNE  30,  1973 
$34,576,045.18 

9,130,797.93 

(  13,410.65) 
>  2,283.75 

23,239.27 

324,717.73 


(  62,316.59) 


1,600,000.00 


JUNE  30,  1974 
$45,581,356.62 

5,641,690.27 


675.84 


24,473.00 


182,347.90 


Balance  at  End  of  Year 


$34,576,045.18       $45,581,356.62  $51,430,543.63 
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SCHEDULE  II 


STATE  OF  MONTANA  STATEWIDE  MOTOR  POOL 


RECONCILIATION  OF  SURPLUS  AND  DEFICIT 
For  the  Years  Ending  June  30,  1972,  June  30,  1973,  June  30,  1974 


Deficit  at  beginning  of  year 

Charges: 

Net  loss  for  the  year  - 
Exhibit  "D" 


YEAR  ENDING 


JUNE  30,  1972  JUNE  30,  1973  JUNE  30,  1974 
($        25,528.78)     ($      238,667.13)      $  173,008.01 


(  213,138.35) 


Credits: 


Revaluation  of  equipment,  ad- 
justment affecting  prior  years 
and  minor  other  adjustments 

Net  income  for  the  year  - 
Exhibit  "D" 


10,051.02 


401,624.12 


1,586.55 


765,552.67 


(Deficit)  or  Surplus  at  End 
of  Year 


($      238,667.13)     ($      173,008.01)      $  940,147.23 


PART  TWO 


STATE  OF  MONTANA  DEPARTMENT  OF  HIGHWAYS 

COMMENTS  REGARDING 
BALANCE  SHEET  AND  OPERATING  STATEMENT  ITEMS 
For  June  30,  1973  and  June  30,  1974 
and 

For  the  Years  Ending  on  Those  Dates 
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ASSETS  - 


(Exhibit  "A") 


(1)    -    Cash  ,■• 

The  cash  balances  vjere  held  in  the  Treasury  of  the  State  of  Montana. 
The  balances  as  of  the  close  of  each  fiscal  year,  as  confirmed  by  the  State 
Auditor  and  also  agreed  to  by  the  records  of  the  Controller,  were  as 
follows: 


Accounting 
Fund 

Name  of  Fund 

June  30,  1972 

June  JO,  1973 

June  30,  1974 

213oOU 

Highway  Earmarked 

Revenue  Fund 

$1,700,102.81 

9   /, 113,442.20 

CIO    ooo  cc 
v>15,  blJ,  333.  30 

916500 

GW  Holding  Account 

Fund 

83,481.11 

v    101,386.74  : 

130,300.32 

410410 

Federal  and  Private 

Revenue  Fund 

1,126,978.18 

5,216,556.55 

3,834,407.20 

707900 

Retirees  Insurance 

Revolving  Fund 

1,189.58 

2,518.49 

3,408.95 

527700 

Outdoor  Sign  Control 

Fund 

1,284.00 

39,148.00 

699.00 

213800 

Cities  and  Conties 

Earmarked  Revenue 

Fund 

3,553,002.96 

3,696.806.22 

4,103,986.10 

Petty  cash 

3,250.00 

3,250.00 

5,200.00 

Total  Funds         $6,469,288.64    $16,173,108.20  $23,691,335.13 


The  Highway  Earmarked  Revenue  Fund  increased  by  $13,913,230.75  between 
July  1,  1972  and  June  30,  1974.     During  this  two  year  period,  loans  made  by 
this  fund  to  the  Federal  and  Private  Revenue  Fund  increased  from  $11,274,015.54 
to  $11,958,462.12  down  from  $15,682,834.33  on  June  30,  1973.    The  increase  in 
loans  in  the  two  year  period  has  the  effect  of  reducing  the  cash  balance  on 
June  30,  1974  by  $684,446.58  and  the  increase  in  loans  on  June  30,  1973 
affected  cash  adversely  by  $4,408,818.79  on  that  date. 

Additional  comments  regarding  the  loans  will  be  found  under  the  caption  . 
"Loans  to  the  Federal  and  Private  Revenue  Fund",  ^ 

The  balance  in  the  Highway  Earmarked  Revenue  Fund  is  also  affected  by 
the  modifications  to  contracts  and  agreements  made  with  respect  to  contracts 
or  the  lack  thereof.     This  will  be  discussed  under  the  caption  "Modification 
to  Contracts  and  Agreements". 

(2)     -    Accounts  receivable  -  Invoiced 

June  30,  1972        June  30,  1973      June  30,  1974 

$    200,280.88    $      169,980.57      $  357,908.01 

Accounts  receivable  invoiced,  which  on  June  30,  1974  were  $357,908.01, 
included  some  very  large  bad  debts  resulting  from  a  law  which  requires  that 
the  Department  of  Highv/ays  deposit  the  full  amount  of  compensation  claimed 
by  the  person  whose  property  is  condemned,  before  the  court  will  issue  an 
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order  of  possession.     The  court  may  then  release  up  to  75%  of  the  amount 
deposited  by  the  Department  of  Highways  to  the  seller.     If  the  75%  paid 
by  the  Department  exceeds  the  amount  of  the  final  settlement,  the  excess 
then  becomes  a  debt  owing  to  the  Department.     The  problem  becomes  one  of 
collecting  the  overpayment  from  people  who  have  spent  the  money,  moved,  or 
are  for  other  reasons  determined  not  to  make  a  repaym.ent. 

On  June  30,  1974,  the  total  amount  of  bad  debts  of  this  kind  was 
$41,293.76.     In  addition,  we  have  provided  the  accounting  department  with 
a  list  of  other  bad  debts  totaling  $2,421.18.     Other  bad  debts  will 
develop  also,  from  accounts  in  the  hands  of  attorneys  and  collection  agencies. 
These  amounts  are  respectively  $7,473,73  and  $6,413.49. 

We  corresponded  directly  with  debtors  and  received  satisfactory  replies 
or  explanations  of  disagreements  to  our  complete  satisfaction. 

In  our  last  audit,  we  called  attention  to  many  errors  in  the  receivables, 
adjustments  of  credits,  tie  in  with  receivables,  work  in  progress.  The 
accounts  receivable  records  are  now  much  more  satisfactory  and  the  much 
smaller  group  of  corrections  have  been  discussed  with  the  accounts  receivable 
accountant . 

In  connection  with  the  75%  release  of  deposits  for  right-of-way  ac- 
quisitions, one  recipient  who  received  $31,521.79  more  than  the  final  value 
attributed  to  his  property  is  not  included  in  the  bad  debt  category,  as  he 
has  agreed  to  pay  $2,592.69  annually  and  did  make  the  first  payment  as  agreed. 


This  account  is  used  to  accumulate  charges  which  later  will  become  part 
of  the  accounts  receivable  discussed  in  (2)  above.     The  amounts  included  in 
the  details  of  this  account  were  analyzed  for  age  and  traced  after  June  30, 
1974  into  the  accounts  receivable  when  completed. 

We  have  recommended  to  the  accounts  receivable  accountant  that  a  small 
bad  debt  be  charged  off  and  that  several  credit  balances  be  adjusted,  other- 
wise, the  accounts  do  not  include  old  carry  forwards. 

The  largest  item  amounting  to  in  excess  of  $45,000.00,  was  transferred 
to  receivables  and  collected  after  June  30,  1974. 


(3)    -    Accounts  receivable  -  Not  invoiced 


(4)    -  Inventories 


Inventories  on  the  balance  sheet  dates  were  as  follows: 


June  30,  1972    June  30,  1973 


June  30,  1974 


Gravel  stockpiles  $2,200,808.02 
Office  and  engineering  supplies  135,570.81 
Maintenance  materials  and 


$2,372,207.11 
136,729.22 


$  2,394,285.76 
154,900.50 


supplies  1,985,609.41 
Laboratory  supplies  and 
materials  88,530.57 


1,870,947.17 


79,205.64 


1,961,484.54 


74,157.35 


Totals 


$4,410,518.81 


$4,459,089.14 


$  4,584,828.15 
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The  total  investment  in  inventory  at  the  close  of  each  year  did  not 
vary  greatly.    All-in-all,  we  are  not  as  yet  satisfied  with  the  inventory 
system  as  it  is  now  operating.    Several  things  contribute  to  the  system 
weakness  in  addition  to  improvements  that  can  be  made  in  the  system  itself. 
The  most  important  of  these  involves  the  acceptance  of  a  data  processing 
inventory  system  by  personnel  involved  with  the  inventory  and  the  qualifica- 
tion of  persons  responsible  for  the  correct  reporting  of  inventory  usage. 

During  the  audit  we  made  test  checks  of  inventory  items  at  each 
location.     In  most  instances  the  test  count  corresponded  with  the  count 
made  by  Department  personnel.    The  one  location  where  the  count  was  ex- 
tremely bad  has  been  called  to  the  attention  of  the  Director  of  Highways. 

On  June  30,  1972,  the  inventory  or  stockpiles  was  equal  to  nearly 
three  years  supply  based  upon  usage  for  the  year  then  ended.    On  June  30, 
1974,  the  inventory  represented  only  Ih  years  supply  based  upon  usage  for 
the  year  then  ended. 

(5)  -    Accounts  Receivable  -  State-Wide  Motor  Pool 

June  30,  1972    June  30,  1973    June  30,  1974 

$2,952,171.68    $3,032,242.51    $  686,615.77 

On  the  30th  day  of  June,  1972  the  balance  sheet  of  the  Department  of 
Highways  reflected  a  debt  owing  by  the  Motor  Pool  of  $2,952,171.68,  con- 
sisting of  cash  advances  made  by  the  Department  of  Highways  but  principally 
for  equipment  transfers  to  the  Motor  Pool.    On  June  30,  1974  the  balance 
was  $686,615.77  as  the  State-wide  Motor  Pool  operations  ended  on  that  date 
so  that  the  Motor  Pool  became  a  creditor  of  the  Department  of  Highways  to 
the  extent  of  $738,528.89  for  equipment  transfers  to  the  Department  of 
Highways.    The  $738,528.89  is  included  in  the  liability  section  of  the 
balance  sheet  under  the  caption  "Accounts  Payable".    The  net  effect  of 
the  amount  owing  by  the  Motor  Pool  and  the  amount  owing  to  it  is  a  net 
due  of  about  $50,000.00 

Reference  is  here  made  to  a  further  discussion  of  the  Motor  Pool  wind- 
up  under  the  caption  "State-wide  Motor  Pool  Comments". 

(6)  -    Estimated  receivables  due  for  Federal  Aid  and  Estimated  Cost  of  Jobs  not 

completed  and  Loans  to  the  Federal  and  Private  Revenue  Fund 

As  jobs  are  let  and  agreement  made,  the  estimated  total  costs  are 
recorded  based  upon  the  bids  accepted,  the  estimated  right-of-way  costs, 
the  construction  engineering  costs  and  other  estimated  costs,  and  then 
as  payments  are  made,  these  estimated  costs  are  reduced  and  when  a  job 
is  completed,  the  estimated  costs  are  adjusted.  On  June  30,  1974,  the 
estimated  liability  for  uncompleted  jobs  as  reflected  on  the  balance  sheet 
was  $48,312,941.27.  On  June  30,  1973  the  liability  was  $45,129,324.82 
including  city  and  county  contracts. 

At  the  time  the  estimated  costs  are  recorded,  as  described  in  the 
paragraph  above,  the  estimated  cost  to  the  State  of  Montana  Department 
of  Highv7ays  is  also  recorded  as  an  expense.    This  expense  appears  on  the 
statement  of  operation  as  "State  Portion  of  Cost  of  Eighv7ays".    When  jobs 
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are  completed  the  estimated  cost  is  adjusted  to  actual  cost.  Estimated 
costs  will  change  by  reason  of  contract  change  orders,  different  right- 
of-way  costs,  construction  engineering  costs,  etc.     Then,  as  a  final  portion 
of  the  transaction  recording  contracts  let  and  liabilities  expected  there- 
under and  the  expense  to  the  State,  the  expected  amount  to  be  paid  by  the 
Federal  Government  is  recorded.     The  estimated  amount  to  be  received  are 
adjusted  when  jobs  are  completed  and  all  modifications  and  agreements  made 
with  the  Bureau  of  Public  Roads.     The  balance  sheet  as  of  June  30,  1974  and 
June  30,  1973  reflected  the  amounts  as  $46,208,135.44  and  $55,455,043.83  as 
being  receivable. 

As  stated  above,  loans  made  by  the  Highway  Earmarked  Revenue  Fund  to 
the  Federal  and  Private  Revenue  Fund  on  June  30,  1974  was  $11,958,462.12. 
The  debt  was  created  when  the  first  fund  mentioned  paid  obligations  of 
the  second.    While  it  is  all  one  Department,  it  is  believed  that  the  law 
does  not  permit  one  fund  to  pay  for  an  obligation  of  another  and  reflect 
the  expenditure  as  an  expense,  so  the  advance  is  reflected  as  a  loan.  In 
addition  to  that,  there  was  not  enough  cash  in  the  Federal  and  Private 
Revenue  Fund  as  shown  in  (1)  above.    A  factor  in  determining  funds  available 
is  the  expeditious  manner  in  which  modifications  are  made  to  contracts  and 
agreements  entered  into  with  the  Bureau  of  Public  Roads  as  will  be  discussed 
later. 

The  assets  and  liabilities  of  the  Federal  and  Private  Revenue  Fund  on 
June  30,  1973  and  June  30,  1974,  and  included  in  the  consolidated  balance 
sheet.  Exhibit  "A",  were  as  follov/s: 

Assets: 
Cash 

Excess  of  estimated  Federal  receipts 
over  reserve  for  cost  of  jobs  not 
completed 


Total  Assets 

Liabilities: 

Accounts  payable 

Loans  payable  to  Highway  Earmarked 
Revenue  Fund 

Total  Liabilities: 


$  5,216,556.55 

$  3,834,407.20 

11,769,687.30 

9,150,648.13 

$16,986,243.85 

$12,985,055.33 

$  1,303,409.52 

$  1,026,593.21 

15,682,834.33 

11,958,462.12 

$16,986,243.85 

$12,985,055.33 

The  balance  sheet  of  the  fund  reflects  that  if  all  the  assets  were  con- 
verted to  cash,  all  outside  debts  paid,  there  would  be  exactly  sufficient 
funds  to  pay  the  Highv/ay  Earmarked  Revenue  Fund  the  debt  due  that  fund. 

There  is,  however,  a  hidden  cost  in  the  figures  and  that  is  the  State's 
portion  of  the  cost  for  modifications  and  agreements  not  as  yet  made.  As 
an  illustration,  if  modifications  and  agreements  to  be  made  total  $1,500,000.00 
and  the  State's  ratio  of  cost  is  20%,  then,  $300,000.00  would  be  payable  by 
the  Earmarked  Fund,    The  final  effect  is  a  $300,000.00  expense  to  the  State 
which  could  be  paid  in  cash  or  offset  against  the  loan  account,  but  the  loan, 
afterwards,  could  still  be  paid  to  the  Private  Revenue  Fund, 
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The  debt  of  one  fund  to  the  other  is  not  reflected  on  the  balance 
sheets  as  the  transaction  is  inter-department  as  opposed  to  transactions 
with  outside  units . 

(7)    -    Real  Estate  and  Equipment 


The  details  of  the  balance 

sheet  amounts 

for  each  year  end 

are  as 

follows; 

June  30,  1972 

June  30,  1973 

June  30,  1974 

Equipment 

Office  Furniture  and  fixtures 

at  cost 

$1,109,874.71 

$  928,146.94 

$  1,926,266.60 

Laboratory  equipment  at  cost 

629,428.06 

609,030.76 

617,718.75 

Photographic  equipment 

at  cost 

TOO     "lOA  n 

182,120.57 

215,279.74 

225,377.05 

Engineering  equipment 

at  cost 

V.  450,545.52 

427,915.04 

455,737.93 

Shop  tools  and  equipment 

at  cost 

323,685.93 

275,397.49 

299,863.20 

FM  Radio  equipment  at  cost 

420,700.09 

446,352.54 

486,331.33 

Major  road  equipment  at  cost 

8,558,865.11 

9,083,086.76 

12,367,033.37 

Minor  maintenance  equipment 

at  cost 

99,360.40 

111,981.83 

113,949.96 

Airplane  at  cost 

293,675.00 

293,675.00 

311,860,00 

Totals 

$12,068,255.39 

$12,390,866.10 

$16,804,138.19 

Less  accumulated  deprecia- 

tion 

7,133,057.57 

6,921,273.81 

7,609,887.07 

Book  value  of  equipment 

$  4,935,197.82 

$  5,469,592.29 

$  9,194,251.12 

Real  Estate 

Highway  buildings 

8,151,596.64 

8,205,165.93 

9,524,624.93 

Motor  fuel  storage  facilities  187,389.34 

192,911.67 

219,933.37 

Road  oil  storage  facilities 

363,868.36 

363,917.46 

395,464.08 

Radio  sites  and  buildings 

74,105.07 

77,717.61 

75,713.05 

Roadside  rest  areas 

-■J  390,421.55 

437,554.75 

:v  411,323.50 

Excess  land 

146,473.90 

133,701.65 

119,677.15 

Sand  and  gravel  pits  for 

maintenance 

47,702.16 

56,328.83 

57,217.12 

Sand  and  gravel  pits  for 

construction 

170,679.96 

226,749.56 

227,549.56 

Land  held  for  stockpiling 

'    .  5,377.16 

5,377.16 

7,877.16 

Transfers  to  A  &  E  advances 

109,188.44 

115,939.51 

Trailers 

132,467.58 

Total  real  estate  at 

cost 

9,537,614.14 

9,808,613.06 

11,287,787.01 

Total  real  estate  and  equip- 

ment at  cost 

21,605,869.53 

22,199,479.16 

28,091,925.20 

At  book  value 

$14,472,811.96 

$15,278,205.35 

$20,482,038.13 
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Additions  to  fixed  assets  for  the  year  ending  June  30,  1973  were 
$593,609.63  and  $5,892,446.04  for  the  following  year  including  equipment 
transferred  from  the  Motor  Pool  at  a  value  of  $3,210,738.04  in  the  latter 
year. 

The  addition  to  office  equipment  includes  data  processing  equipment 
which  is  being  purchased  on  contract  in  the  amount  of  $849,006.43,  of 
which  $675,687.09  was  owing  on  June  30,  1974.     The  amount  that  had  been 
paid  to  June  30,  1974  was  transferred  by  us  from  authorized  work  in  progress 
and  the  amount  owing  recorded  as  a  debt. 

(8)  -    Authorized  Work  in  Progress  June  30,  1972      June  30,  1973      June  30,  1974 

Balance  $1,046,351.86      $1,379,504.72      $  201,961.25 

As  expenditures  are  made  for  construction  authorized  by  the  Highway 
Commission,  this  account  is  used  to  accumulate  these  costs.     Then,  as  a  pro- 
ject is  completed,  this  account  is  relieved  of  the  accumulation  with  the 
offset  being  made  to  real  estate  accounts. 

The  balance  in  the  account  is  much  less  on  June  30,  1974  than  at  the  . 
close  of  the  previous  year  principally  because  costs  totaling  $763,041.47 
incurred  in  connection  with  the  new  headquarters  building  were  transferred 
out  to  real  estate. 

(9)  -    Holding  Accounts  June  30,  1972      June  30,  1973      June  30,  1974 

Balance  ($    25,102.88)     $    177,758.43      $  236,395.64 

It  is  necessary  to  accumulate  certain  costs  in  order  to  later  allocate 
these  costs  as  a  charge  to  others. 

The  principal  accumulations  in  the  account  are  for  costs  of  maintaining  ^ 
and  depreciation  on  the  airplane  oxraed,  materials  bureau  costs,  data  pro- 
cessing costs,  process  and  photo  costs  and  right-of-way  section  costs.  As 
charges  are  made  to  other  agencies,  this  account  is  relieved  of  charges. 

(10)  -    Gravel  Production  in  Progress       June  30,  1972      June  30,  1973      June  30,  1974 

Balance  $    716,474.52      $    842,166.17      $  680,676.27 

This  account  serves  the  purpose  of  accumulating  costs  incurred  in  pro- 
ducing gravel.    Transfers  are  then  made  from  this  account  to  gravel  stock- 
piles (4)  above.  ■  -■.v'';-.;;- 

During  the  year  ending  June  30,  1973  costs  in  connection  with  production 
were  $1,405,994.23  with  transfers  to  the  gravel  stockpiles  amounting  to 
$1,280,302.58.    The  following  years  costs  were  $1,345,046.92  and  transfers  ,. 
were  $1,506,536.82. 

(11)  -    Unallocated  Payroll  Costs  and  Unallocated  Equipment  Operating  Costs 

June  30,  1972  June  30,  1973  June  30,  1974 

Unallocated  payroll  costs  $  589.94  $  980.33  ($  141,503.81) 
Unallocated  equipment  operating 

costs                                                   130,523.28  742,361.60  -0- 
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In  addition  to  the  actual  salary  and  wage  costs,  other  costs  are  in- 
curred for  leave  taken.  Industrial  Accident  Insurance,  PERS,  FICA,  hospital 
insurance  premiums,  etc.    These  costs  are  allocated  to  the  Federal  Govern- 
ment and  to  other  agencies  on  a  percentage  basis  in  order  to  obtain  full 
benefit  for  all  costs  incurred.     If  the  percentage  used  was  absolutely 
accurate,  which  is  not  possible,  there  would  be  no  balance  in  unallocated 
payroll  costs.    For  the  year  ending  June  30,  1973,  the  balance  was  quite  in- 
significant, but  because  the  June  30,  1974  year  rate  was  too  high,  future 
charges  must  be  reduced  to  allow  for  the  resulting  overcharge. 

At  the  closa  of  the  1973-7A  fiscal  year,  unallocated  equipment  operating 
costs  had  increased  from  the  $742,361.60  set  forth  above,  to  $1, 274,679 »47. 
Unallocated  equipment  costs  represent  the  cost  of  operating  highway  equip- 
ment including  depreciation,  less  allocations  to  activities  such  as  mainten- 
ance of  highways,  at  a  rate  per  mile  or  per  hour  as  the  case  may  be. 

The  costs  accumulated  were  not  charged  off  at  the  hourly  rate  or  mile 
rate  because  of  reduced  usage  of  equipment  without  increased  rates  of  charge- 
off. 

About  90%  of  the  costs  not  allocated  are  applicable  to  highway  maintenance 
and  as  it  would  serve  no  purpose  to  carry  the  balance  forward,  we  recommended 
that  the  account  be  charged  off  as  an  additional  cost  of  maintaining  highways 
for  the  1973-74  year.    The  cost  of  maintaining  highways,  Exhibit  "B",  for  the 
year  June  30,  1974,  therefore,  includes  as  a  cost  the  $1,274,679.47  charge- 
off. 

LIAJBILITIES  -  (Exhibit  "A") 

,  June  30,  1972      June  30,  1973      June  30,  1974 

(12)  -  Contractors  claims  and  retain- 

age  $1,304,367.95      $1,211,021.90  $1,026,593.21 

Gross  vehicle  collections  pay- 
able to  others  83,907.55  99,468.28  129,413.80 

Contractor  claims  are  current  requests  for  funds  based  upon  progress  re- 
port on  jobs.  Gross  vehicle  collections  payable  represent  the  portion  of  the 
GW  receipts  which  are  allocable  to  other  Governmental  units,  local  and  state. 

(13)  -  Legislative  Appropriations  due  Cities  and  Counties 

June  30,  1972      June  30,  1973      June  30,  1974 

Balance  $2,416,186.43      $2,199,136.31  $2,831,190*78 

The  current  legislative  appropriation  for  cities  and  counties  is 
$3,000,000.00  per  year.    Use  of  highway  funds  for  cities  and  counties  began 
in  the  fiscal  year  June  30,  1968  when  the  Legislature  appropriated 
$1,500,000.00  for  this  purpose.     Total  appropriations  to  June  30,  1974  have 
been  $18,000,000.00. 

A  summary  of  the  history  of  this  aid  program  is  as  follows: 
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Aid  to  cities  and  counties  to  June  30,  1972 
Aid  for  fiscal  years  June  30,  1973  and  1974 
Total  aid  to  June  30,  1974 


$  9,583.813.57 
5,584.995.65 


15,168,809.22 


Total  legislative  appropriations  to  June  30,  1974 
Total  aid  to  June  30,  1974 


$18,000,000.00 
15,168,809.22 


Due  cities  and  counties  for  aid  per  balance  sheet 
as  of  June  30,  1974 


$  2,831,190.78 


Prior  to  June  30,  1974  aid  was  given  as  contracts  were  let  by  paying 
for  the  contract  costs.    After  that  date  aid  will  be  given  by  making  actual 
cash  payments  to  cities  and  counties  who  will  then  make  the  actual  disburse- 
ments of  funds  for  work  done. 

The  $3,000,000.00  appropriation,  while  it  is  taken  out  of  the  Depart- 
ments revenue,  is  reflected  as  a  reduction  of  income  rather  than  as  an  ex- 
pense, the  effect  on  net  being  the  same. 

I'Jhile  cities  and  counties  are  now  being  paid  in  cash  for  the  allocation 
to  them,  the  balance  shown  above  will  also  be  paid  as  contracts  are  let  and 
not  reverted  to  the  Department. 

There  were  only  two  instances  of  over-spending  and  these  will  be  re- 
paid by  the  county  or  city  involved,  or  the  amount  owing  will  be  withheld 
from  allocations  now  being  paid  in  cash. 


The  accounts  on  June  30,  1972  and  June  30,  1973  included  as  an  accounts 
payable,  not  only  payables  for  services  and  materials  actually  performed  or 
delivered,  but  also  an  accounts  payable  for  purchase  orders  issued  but  for 
which,  on  those  dates,  the  service  or  materials  had  not  been  completed. 
This  was  in  accordance  with  the  procedures  authorized  by  the  State  Con- 
troller's office.    For  the  year  ending  June  30,  1974  only  actual  accounts 
payable  are  included,  plus  purchase  orders  for  equipment  only  and  not  for 
services  and  materials  not  delivered.    This  change  in  accounting  for  pur- 
chase orders  is  in  accordance  with  a  directive  of  the  Controller's  office 
giving  this  choice. 

The  effect  of  the  1974  fiscal  year  change  is  to  reflect  smaller  ex- 
penses than  would  otherwise  be  true,  for  the  year.  The  accounts  payable 
at  the  close  of  the  year  would  also  be  smaller  than  if  the  method  in  use 
at  the  close  of  the  prior  year  had  been  continued. 

Payables  on  June  30,  1974  include  $675,687.09  for  data  processing 
equipment  being  purchased  on  deferred  payment  contracts,  and  $738,528,89 
due  to  the  Motor  Pool  for  equipment  transferred  to  the  Department  of  High- 
ways on  June  30,  1974. 


(14)    -    Accounts  Payable 


June  30,  1972    June  30,  1973    June  30,  1974 


$2,416,186.43    $2,199,136.31  $2,831,190.78 


(15)    -    Surplus  Accounts 


Surplus  accounts  at  the  close  of  each  ye^r  were  as  follows: 


-21- 


June  30,  1972  June  30,  1973  June  30,  1974 

From  Earnings 

Balance,  Department  of  Highways  $34,576,045.18  $45,581,356.62  $51,430,543.63 
Donated  to  Department  of 

Highways                                              468,115.75  530,018.45  489,881.58 

Retirees  Health  Insurance  Fund               1,189.58  2,518.49  3,408.95 

Schedule  I  of  the  Financial  Statements  reflects  the  changes  each  year  in 
the  surplus  from  earnings,  the  principal  reason  being  the  income  resulting 
from  operations  as  reflected  by  Exhibit  "B".     The  only  other  large  amounts 
affecting  this  surplus  is  an  item  of  $1,600,000.00  increasing  surplus  for 
June  30,  1973,  and  $182,347.90  increasing  surplus  for  June  30,  1974.  The 
first  amount  reflects  the  affect  on  prior  years  for  adjustments  made  to  re- 
serves for  road  contracts,  which  reserves  are  no  longer  needed,  and  the 
second  item  is  for  additional  valuation  made  to  equipment  transferred  to 
the  Motor  Pool  over  basis  of  the  equipment. 

Surplus  of  Retirees  Health  Insurance  represents  excess  of  receipts  for 
this  purpose  over  costs. 

Donated  surplus  represents  the  value  of  equipment  and  donations  of  real 
estate  made  by  the  Federal  Government  to  the  Department.     These  donations 
are  recorded  at  original  cost,  whereas,  at  least  for  the  equipment,  market 
value  would  be  a  more  appropriate  value  for  recording. 

(16)  -    Statement  of  Operation  Comments  -  (Exhibit  "B") 

Exhibit  "B"  reflects  the  details  of  the  income  section  of  the  financial 
statement.    For  each  year  total  income  was  as  follows: 

 Year  Ending  ^  


June  30,  1972      June  30,  1973      June  30,  1974 

Total  Income  $39,975,916.48    $43,348,319.85  $44,165,232.70 

The  total  income  of  the  two  year  period  ending  June  30,  1974  did  not  vary 
greatly  as  between  the  two  years  in  the  period,  the  total  income  in  the  latest 
year  being  some  $800,000.00  greater.    TsTiile  the  total  difference  was  not  great, 
individual  accounts  varied  significantly  according  to  the  following  tabulation 
(amounts  in  round  figures)  of  the  larger  differences: 

More  in  Less  in 

June  30,  1974  year  June  30,  1974  ye; 

Motor  fuel  ta:x  $276,000.00 
Gross  Vehicle  Weight  taxes  $775,000.00 
U.  S.  Government  permits  and 

lease  receipts  151,000.00 
Outdoor  advertising  sign  permits  46,000.00 

The  latter  item,  is  a  new  income  source  and  is  for  income  derived  from 
sign  permits  issued. 
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(17)  -  Expenses 

Exhibit  "B"  sets  forth  the  expenses  for  each  year  in  the  categories 
designated  in  the  books  of  account  of  the  Department  of  Highways. 

Total  expenses  for  each  year  are  set  forth  below: 

 Year  Ending  

June  30,  1972      June  30,  1973      June  30,  1974 

Total  expenses  $36,159,548.59    $34,217,521.61  $38,523,542.43 

The  increased  costs  for  the  second  year  of  the  biennium  ending  June  30, 
1974  were  $4,306,020.82  with  principal  increases  occurring  in  the  following 
expenses.     (In  round  amounts) 

Cost  of  building  highways  ;             ■              $  1,175,000. 

Maintenance  of  highways  2,432,000. 

General  administration  336,000. 

Legislative  appropriations  310,000. 

State  advertising  expense  153, 000. 

Other  expenses  reflect  differences  of  less  than  $100,000.00  as  per 
Schedule  "B"  to  which  reference  is  made. 

Expenses  sho^d.ng  the  largest  decreases  in  the  year  ending  June  30,  1974 
as  compared  to  the  prior  year  were: 

130,000.) 
128,000.) 
166,000.) 

It  should  be  pointed  out  that  the  expense  "Cost  of  Building  Highv/ays" 
is  the  State  portion  and  in  addition  to  including  costs  for  contracts  currently 
let,  the  amount  also  includes  the  Staters  portion  of  the  added  costs  created 
by  modification  and  agreements  with  respect  to  contracts.    Modifications  com- 
pleted were  greatly  accelerated  in  the  last  year  of  the  two  year  period. 

"Maintenance  of  Highways"  for  June  30,  1974  includes  a  write-off  of  un- 
allocated equipment  costs  in  the  amount  of  $1,274,679.47,  of  which  $742,361.60 
is  a  carry-over  from  the  prior  year. 

(18)  -    State  Portion  of  Cost  of  Highways 

/  '    Year  Ending   

:  >    ;      June  30,  1972      June  30,  1973      June  30,  1974 

Total  for  each  year  $14,817,552.85    $12,092,080.45  $13,267,397.19 

As  contracts  are  let,  the  estimated  cost  to  the  Department  of  Highways  is 
reflected  in  this  account.    As  modifications  are  made  and  agreements  entered 
into,  added  costs  created  thereby  are  also  reflected  in  the  account.  Reference 
is  made  to  "Modifications  and  Agreements"  under  Other  Comments  for  a  discussion 
of  the  improved  status  of  this  function,  which  also  adds  costs  for  the  Depart- 
ment as  well  as  providing  added  funds. 


Field  engineering  administration  ($ 
Inventory  adjustments  ( 
Construction  engineering  administration  ( 
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(19)  -    Legislative  Appropriation  Expense 


For  the  year  ending  June  30,  1974  costs  borne  by  the  Department  by 
reason  of  legislative  appropriations  were  as  follows: 


For  the  Highway  Patrol 

For  the-  Department  of  Revenue 

For  Highway  Safety 

For  Inter-govemmental  Relations 

Total 


$2,473,193.43 
284,883.11 
27,697.43 
1,516.00 

$2,787,289.97 


(20)  -    State-Wide  Motor  Pool  Comments 

Since  the  Forty-Second  Legislative  Assembly  created  the  State-Wide 
Motor  Pool  effective  on  July  1,  1971,  operating  results  have  been: 


Loss 


Gain 


For  the  year  ending  June  30,  1972 
For  the  year  ending  June  30,  1973 
For  the  year  ending  June  30,  1974  (includes 

income  from  revaluation  of  equipment, 

$1,003,379.86) 


$  213,138.35 


$  401,624.12 


765,552.67 


For  portion  of  year  June  30,  1971 
Adjustment  entered  through  surplus 

25,528. 

78 

11,637.57 

Totals 

$  238,667. 

13 

$1,178,814.36 

Net  income  for  entire  period 

940,147. 

23 

$1,178,814. 

36 

$1,178,814.36 

The  State-Wide  Motor  Pool  ended  on  June  30,  1974  at  which  time  equipment 
was  transferred  back  to  the  agencies  using  the  facilities  of  the  Motor  Pool. 
To  do  this,  equipment  was  valued  at  low  bluebook  value  as  was  the  equipment 
originally  transferred  to  the  Motor  Pool.    The  amount  owed  to  the  Motor  Pool 
or  by  the  Motor  Pool  as  a  result  of  the  June  30,  1974  transaction  returning 
equipment  to  the  agencies  and  giving  the  agencies  credit  for  equipment  trans- 
ferred to  the  Motor  Pool  was  as  follows: 


Agency 

State  Auditor 
Department  of  Justice 
Department  of  Public  Services 
Department  of  Education 
Board  of  Health 
Department  of  Highways 
Department  of  State  Lands 
Department  of  Livestock 


Charges  For 
Transfers  from 
Motor  Pool 
To 

Agencies 
$  1,900.00 
5,350.00 
8,400.00 
217,825.00 
4,425.00 
3,210,738.05 
2,650.00 
9,050.00 


Credits  For 
Transfers  To 
Motor  Pool 
From 
Agencies 
$  3,025.00 
2,250.00 
10,650.00 
260,910.00 
29,700.00 
2,472,209.15 
1,100.00 
17,000.00 


Amount 
Due 
Motor  Pool 
($  1,125.00) 
3,100.00 
(  2,250.00) 
(  43,085.00) 
(  25,275.00) 
738,528.89 
1,550.00 
(  7,950.00) 
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Charges  For         Credits  For 
Transfers  From      Transfers  To 


Motor  Pool 

Motor  Pool 

Amount 

To 

From 

Due 

Agency 

Agencies 

Agencies 

Motor  Pool 

Department 

of 

Natural  Resources  $ 

175,940.60 

$  131,250.00 

$ 

44,690.60 

Department 

of 

Revenue 

23,025.00 

19,525.00 

3,500. 00 

Department 

of 

Agriculture 

2,600.00 

36,525.00 

( 

33, 925.00) 

Department 

of 

Business  Reulation 

19,675.00 

19,675.00 

Department 

of 

Institutions 

155,850.00 

105,150.00 

50,700.00 

Department 

of 

Inter-governmental 

Relations 

19,850.00 

6,450.00 

13,400.00 

Department 

of 

Labor 

8,950.00 

33,875.00 

( 

24,925.00) 

Department 

of 

Military  Affairs 

1,725.00 

2,750.00 

( 

1,025.00) 

Department 

of 

Professional 

Licensing 

:  :  25.00 

( 

25.00) 

Department 

of 

Social  and  Rehabili- 

tation 

2,425.00 

2,425.00 

Totals 

$3,870,378.64 

$3,132,394.15 

$737,984.49 

Operations  of  the  Motor  Pool  for  each  of  the  three  years  ending  June  30, 
1972,  1973  and  1974  are  reflected  in  Exhibit  "D". 

The  year  ending  June  30,  1973  reflects  a  gain  of  $401,624.12  including 
an  adjustment  to  rates  recorded  in  that  year  of  $441,855.17.     Then,  the  year 
ending  June  30,  1974,  before  the  equipment  transaction  described  above  is  in- 
cluded, reflected  a  loss  of  $237,827.19.     The  equipment  transaction  created 
income  of  $1,003,379.86,  which  is  accounted  for  principally  by  reason  of 
excessive  depreciation  deductions  and  to  a  lesser  extent  by  inflation, 
cuasing  higher  market  values  on  June  30,  1974. 

At  any  rate,  if  the  excessive  depreciation  taken  could  be  segregated 
from  the  increase  in  values  caused  by  inflation,  and  allocated  back  to  the 
years  affected  by  the  excess  depreciation,  the  operating  results  would  show 
an  improvement  from  the  results  reflected  in  Exhibit  "D",  with  the  chief 
beneficiary  being  the  final  year. 


Late  billings  after  June  30,  1974  but  applicable  to  the  year  then  ended, 
totaled  nearly  $40,000,00,  which  would  enhance  the  operation  further  to  that 
extent. 


PART  THREE 


STATE  OF  MONTANA  DEPARTMENT  OF  HIGIIWAYS 


OTHER  COMMENTS 
Years  Ending  June  30,  1973  and  June  30,  1974 
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OTHER  COMMENTS 


(1)  -    Modification  to  Road  Contracts  and  Agreements  with  the  Bureau  of  Public  Roads 

Great  progress  has  been  made  in  making  modification  to  contracts  and 
concluding  agreements  with  the  Federal  Government.     This  improvement  can 
best  be  demonstrated  by  comparing  the  total  modifications  and  agreements  not 
completed  as  of  the  close  of  each  of  the  past  three  years. 

$2,824,000.00 
6,360,662.00 
7,761,206.00 

The  Project  Control  Unit  stated  on  September  3,  1974,  that  they  were 
also,  currently,  processing  projects  which  would  make  a  further  reduction 
of  $1,400,000.00.     The  recommendation  contained  in  our  audit  report  for 
June  30,  1972  and  directed  towards  achieving  a  current  status  is  thus  being 
fulfilled. 

A  current  status  for  Modifications  and  Agreements  is  desirable  because 
funds  of  the  Department  have  been  used  in  completing  jobs  with  no  reimburse- 
ments being  possible  for  the  Federal  Government's  share  until  the  Modifica- 
tions and  Agreements  are  made. 

Also,  as  previously  stated,  when  Modifications  and  Agreements  are  made, 
a  cost  results  to  the  Department  equal  to  the  State's  portion  of  the  cost  of 
building  highways.     If  the  ratio  is  80%  and  20%  to  the  State,  then  on  June 
30,  1974,  costs  of  $564,800.00  will  result  when  Modifications  and  Agreements 
are  completed  with  respect  to  the  June  30,  1974  balance  reflected  above. 

On  Spetember  30,  1974  uncompleted  Modifications  and  Agreements  were 
only  about  $1,800,000.00,  the  reductions  resulting  in  part  from  corrections 
for  errors  in  programming  expenditures. 

(2)  -    Compliance  .  ' 

(1)    Per  Diem  Allowance  for  Mid-day  Meals 

Under  Section  59-539  of  the  Montana  State  Laws,  a  state  employee  assigned 
to  an  8:00  A.M.  to  5:00  P.M.  work  period  is  allowed  a  perdiem  allowance  (for 
mid-day  meals)  not  to  exceed  two  dollars,  when  he  departs  from  his  assigned 
work  area  at  or  after  7:00  A.M.  and  returns  on  the  same  day  at  or  before 
6:00  P.M.    The  per  diem  allowance  is  only  for  moneys  actually  expended,  and 
in  no  case  shall  it  be  paid  for  any  absence  not  exceeding  three  hours. 

During  the  course  of  our  audit,  we  made  a  review  of  travel  expense 
vouchers  submitted  by  Highway  Department  employees.    While  reviewing  some 
of  the  vouchers,  it  was  noted  that  the  two  dollar  per  diem  for  noon  meals 
is  sometimes  being  requested  when  employees  are  in  areas  where  there  are  not 
restaurants  or  other  facilities  where  the  two  dollars  can  actually  be  ex- 
pended.   This  appears  to  be  in  violation  of  Section  59-539  of  the  State  Laws. 


June  30,  1974  -  Uncompleted 
June  30,  1973  -  Uncompleted 
June  30,  1972  -  Uncompleted 
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Also,  in  reviewing  the  labor  contract  entered  into  with  Highway  Depart- 
ment maintenance  employees,  it  appears  that  the  section  pertaining  to  mid- 
day meals  may  be  in  conflict  with  Section  59-539  of  the  Montana  State  Laws. 
The  contract  states  that  whenever  an  employee  is  required  to  leave  his  routine 
work  area  during  the  regular  work  day  and  returns  the  same  day,  he  shall  be 
eligible  to  the  statutory  noon  meal  allowance.     Hov7ever,  under  Section  59-539 
of  the  State  Laws,  in  no  case  shall  any  per  diem  or  allowance  whatsoever,  be 
paid  for  any  absence  that  does  not  exceed  three  hours. 

(2)  Annual  Leave  and  Sick  Leave 

The  1973  Legislative  Assembly  amended  sections  of  the  Montana  State  Laws 
related  to  the  computation  of  annual  leave  and  sick  leave  credits.    Under  the 
new  lav/s,  the  computations  should  be  made  on  the  basis  of  a  "full  day  period." 
However,  during  our  examination,  it  was  brought  to  our  attention  that  annual 
leave  and  sick  leave  is  still  being  com.puted  on  a  "monthly"  basis,  as  was  set 
forth  in  the  old  laws.    Under  the  system  now  being  followed,  if  an  employee 
terminates  employment  prior  to  the  fifteenth  of  the  month,  no  annual  leave 
is  accrued.     If  the  termination  is  after  the  fifteenth  of  the  month,  annual 
leave  for  a  full  month  is  accrued.    This  is  not  consistent  with  the  current 
Montana  State  Laws. 

We  also  noted  that  there  are  no  records  available  related  to  accumulated 
emergency  sick  leave.    Emergency  sick  leave  is  defined  as  absence  due  to  the 
a)  illness  of  a  member  of  the  employee's  immediate  family  requiring  the 
attendance  of  the  employee  until  professional  or  other  attendance  can  be 
obtained;  or  b)  the  death    of  a  member  of  the  employee's  immediate  family. 
Emergency  sick  leave  is  charged  against  an  employee's  sick  leave  credits, 
however,  it  may  not  exceed  five  work  days  per  calendar  year  for  each  of  the 
two  types  of  absences  explained  above.    Without  adequate  records,  however, 
this  cannot  be  controlled. 

(3)  Junkyards  Along  Roads 

In  the  audit  report  for  our  examination  of  the  two  years  ended  June  30, 
1972,  we  recommended  that  State  Law  providing  for  the  licensing  of  junkyards 
and  payment  of  license  fees  be  implemented.    During  this  audit,  we  were 
pleased  to  discover  that  beginning  July  1,  1973,  positive  action  was  taken 
regarding  this  matter.    The  State  Department  of  Health  is  now  responsible 
for  issuing  licenses  and  collecting  license  fees.    Applications  for  new 
licenses  for  junkyards  within  1,000  feet  of  the  nearest  edge  of  the  right- 
of-way  of  an  interstate  or  primary  highway,  however,  are  not  issued  until 
approved  by  the  Right-of-Way  Department.    We  were  informed  that  nearly  all 
operating  junkyards  have  now  been  properly  licensed. 

(3)    -    Financial  Districts 

In  the  report  on  our  audit  of  the  Highway  Department  for  the  year  ended 
June  30,  1972,  we  commented  on  apportioning  highway  construction  funds  to 
financial  districts.    We  set  forth  a  schedule  showing  in  detail,  where 
financial  districts  and  counties  had  balances  of  excess  expenditures.  There 
has  been  much  effort  put  forth  to  correct  these  excess  balances  that  were 
over  the  allowable  amounts.    As  of  June  30,  1974  there  were  no  balances  of 
excess  expenditures  over  the  allowable  amount  in  any  financial  districts. 
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This  includes  the  Federal-Aid  Interstate  Highway  System,  the  Federal-Aid 
Primary  Highway  System  and  the  Federal-Aid  Secondary  Highway  System. 

There  was  one  exception  noted  in  the  allocation  to  counties  within  a 
Financial  District.     In  Financial  District  number  eight.  Mineral  County  still 
shows  a  balance  of  excess  expenditures  in  excess  of  the  allowable  amount. 
The  balance  of  excess  expenditures  in  any  county  may  not  exceed  an  amount 
equal  to  three  times  the  latest  apportionment  to  that  county.    As  of  June 
30,  1974,  Mineral  County  has  an  actual  balance  of  excess  expenditures  of 
$88,611.54.    The  latest  allocation  to  Mineral  County,  April  1,  1974,  was 
$20,347.81.    The  allowable  excess  expenditure  balance  is  three  times  this 
latest  allocation,  or  $61,043.43.    There  is  an  excess  over  the  allowable 
amount-  of  $27,568.11. 

(4)  -    Internal  Control 

Internal  controls  in  effect  throughout  the  Department  are  generally 
good.  Our  recommendations  as  to  where  improvements  might  be  made  appear 
in  Part  Four  of  this  report  under  "Internal  Control". 

(5)  -    Duplication  of  Record-keeping 

Throughout  our  examination,  several  areas  where  both  data  processing  and 
manual  records  were  being  maintained  vzere  observed  by  us. 

We  realize  many  of  the  computer  applications  are  relatively  new  and  it 
is  desirable  to  parallel  these  applications  until  reliability  and  timeliness 
can  be  achieved  on  the  new  systems.    We  only  wish  to  comment  that  the  dual 
record-keeping  should  not  be  allowed  to  continue  too  long,  as  it  indicates 
probably,  that  either  data  processing  operations  need  improvement  or  employee  ; 
resistance  to  computerization  may  be  sabotaging  it  and  necessitating  the 
continuance  of  manual  records. 

(6)  -    Agreement  Regarding  Eighty-Six  Trailers 

In  August,  1972,  the  Department  entered  into  a  lease-purchase  agreement 
for  eighty-six  trailers.    At  June  30,  1974,  the  rentals  paid  to  date  of 
$132,467.58  were  recorded  as  an  asset.    No  provision  has  been  made  for  future 
rentals  payable  to  the  option  date  of  June  30,  1975.    This  contingent  liability 
is  noted  as  a  footnote  to  the  Balance  Sheets. 

(7)  -    Highway  Advertising  Signs 

State  law  was  enacted  June  24,  1971,  which  directed  the  Department  to 
acquire  and  remove  most  outdoor  advertising  signs  along  rural  highway  areas. 
Since  the  beginning  of  this  program  to  June  30,  1974,  $1,631,935.00  has  been 
incurred  in  acquisitions  and  removals.    The  program  has  been  hampered  by  the 
lack  of  funds  both  from  Federal  Government  who  bears  75%  of  the  cost,  and 
State  appropriations.     Consequently,  the  direction  the  program  will  take  in 
the  future  is  unclear  and  whether  its  objective  will  be  accomplished  is  not 
known.    The  cost  to  the  State,  25%  of  the  program,  is  included  in  Exhibit  "B" 
under  "State  Cost  of  Highways". 
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Impounded  Federal  Funds 


Federal  funds  in  the  amount  of  about  $72,000,000.00  are  impounded. 
These  funds  will  some  day  be  released  and  vhen  that  happens,  the 
Department  must,  if  roads  are  to  be  built,  be  in  a  position  to  match  the 
released  funds  for  the  State's  portion  of  the  cost  of  building  highways. 

As  of  June  30,  1974  Department  funds  available  for  the  State's 
share  of  costs  were  far  short  of  being  sufficient  to  use  the  $72,000,000.00 
of  impounded  funds  when  released,  as  to  build  roads  using  $72,000,000.00 
of  Federal  funds  would  require  more  State  funds  than  now  available. 
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RECOM'IENDATIONS 


Files  for  Utility  Contracts. 

It  is  recommended  that  the  files  for  untility  contracts  be  arranged 
in  a  chronological  order  by  utility.    At  the  present  time  as  many  as  four 
or  five  utilities  may  perform  a  single  project  and  with  information  for 
each  utility  scattered  through  the  file  to  check  information  regarding  the 
contract  is  quite  a  task. 

By  separating  the  file,  with  a  section  for  each  utility,  any  information 
desired  with  respect  to  an  individual  utility,  will  be  readily  available. 

Excess  Land . 

We  again  recommend  a  complete  current  appraisal  of  all  lands  so 
categorized,  and  a  more  intensive  sales  effort  be  conducted.    We  also 
recommend  that  future  sales  proceeds  by  credited  to  miscellaneous  receipts 
and  the  cost  of  the  land  sold  be  charged  against  these  receipts. 

Roadside  Rest  Areas.    ^     ■■    >  " 

The  many  roadside  rest  areas  throughout  the  State  were  built  with 
Federal  monies  and  donated  to  the  Department.     The  actual  recording  in  the 
records  of  these  assets  appears  to  be  unduly  behind  their  physical  completion. 
We  recommend  for  better  accounts,  ability  and  truer  financial  reporting, 
that  the  Department  record-keeping  be  done  on  a  more  timely  basis.    As  of 
June  30,  1974  there  is  approximately  $750,000.00  in  value  of  donated  rest 
areas  which  are  not  recorded. 

Utility  Relocation  Contracts. 

The  Internal  Review  Section  has  in  the  past  and  presently  devotes  a 
substantial  portion  of  its  time  to  the  review  and  audit  of  these  agreements 
and  the  contracting  utility  company's  records.    We  believe  this  to  be  an 
important  function  which  is  beneficial  to  the  State.    However,  the  Internal 
Review  Section* s  examination  and  approval  of  agreements  prior  to  finalization 
and  their  approval  of  progress  billings  prior  to  payment  are  superfluous 
tasks. 

We  recommend  that  this  Section  confine  their  work  with  utility  re- 
location contracts  to  more  detailed  and  comprehensive  audits  of  records 
after  the  final  billing  has  been  presented  in  order  to  maximize  the  potential 
savings  to  the  State  from  this  activity. 

We  also  compliment  the  personnel  in  the  Internal  Review  Section  who 
are  responsible  for  the  recent  improvements  in  the  quality  of  audits  per- 
formed. 

Internal  Control. 

Controls  over  cash  receipts  are  adequate  and  quite  elaborate.  Annually, 
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a  "Numbered  Cash  Receipt  Invoice  Report"  is  prepared  and  sent  to  all 
responsible  parties  asking  them  to  report  any  discrepancies  they  may 
find  to  the  Accounting  Bureau.    This  report  serves  as  an  excellent 
control;  however,  we  recommend  that  the  various  parsons  to  vjhom  it 
is  sent,  be  required  to  confirm  in  writing  directly  to  the  Accounting 
Bureau,  that  to  their  knowledge  the  report  is  correct  or  the  discrep- 
ancies noted.    These  confirmations  should  insure  that  the  recipients 
examine  it  and  provide  evidence  to  interested  third  parties  of  all  in- 
volved in  concurrence. 

(6)    -    Inventory  System. 

During  our  observation  of  inventories  we  noted  that  soma  items 
are  poorly  stored*     For  example,  new  tires  were  stacked  on  top  of  each 
other,  with  those  on  the  bottom  badly  crushed,  whereas  recapped  tires 
were  kept  in  proper  tire  storage  racks. 

Inventories  generally  are  kept  under  lock  and  key  but  we  under- 
stand several  personnel,  other  than  the  one  responsible  for  inventories, 
have  access  to  the  storage  areas. 

Storage  areas  are  not  arranged  in  any  specific  order.    We  recosnnend 

Materials  be  stored  in  proper  racks,  bins,  etc.,  especially 
those  subject  to  deterioration  or  that  are  easily  breakable. 

Policies  be  adopted  to  limit  the  access  to  material  storage 
areas  to  the  person  responsible  for  inventories  or  top 
Nanageiaent  of  districts  or  divisions. 

An  attempt  be  made  to  arrange  warehouses  and  storage  areas 
so  that  materials  can  be  stored  and  labeled  in  sequence  by 
stock  number.    This  would  facilitate  picking  supplies  and 
make  easier  the  comparison  of  perpetual  records  to  actual 
amounts  on  hand. 

We  found  that  many  of  the  personnel  responsible  for  inventories  did 
not  have  confidence  in  the  data  processing  reports  and  that  many  were  not 
enthusiastic  with  their  duties  of  record-keeping  for  inventories* 

It  is  recommended  that  data  processing  reports  be  more  timely,  that 
information  as  to  data  processing  reports  and  their  value,  be  more  fully 
explained  to  interested  personnel. 

It  is  our  further  recommendation  that  the  personnel  responsible  for 
inventories  be  placed  under  the  personal  supervision  of  the  Administrator, 
Central  Service  Division,  and  that  in  order  to  be  placed  in  a  responsible 
inventory  position,  the  individual  indicate  some  competence  in  record 
maintenance. 

We  further  recommend,  with  respect  to  inventories,  that  physical  check 
against  data  processing  printouts  be  made  on  a  continuing  basis,  that  old 
and  obsolete    merchandise  be  disposed  of  and  that  a  new  average  price  be 


that: 
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developed  to  more  quickly  take  the  current  inflation  into  consideration 
in  pricing. 


(7)  -    Use  of  Department  Funds  for  the  Highway  Patrol. 

In  our  report  for  June  30,  1972,  in  commenting  about  use  of  high- 
way funds  for  the  Highway  Patrol  operations,  we  stated  that  the  matter 
of  whether  or  not  this  use  constituted  a  diversion  of  funds  was  being 
determined  in  the  courts.     Since  that  time  the  court  has  ruled  that  the 
use  of  funds  for  the  Highway  Patrol  operation  did  constitute  a  diversion 
of  funds. 

We,  therefore,  recommend  that  all  expenditures  for  the  Highway 
Patrol,  made  under  the  old  Constitution,  be  repaid  to  the  Department  of 
Highways.    This  expenditure  for  the  two  year  period  ending  June  30,  1973 
was  $3,898,895.85. 

Under  the  new  Constitution  the  Legislature  made  appropriations  of 
Highway  Funds  for  the  Patrol,  but  this  is  in  accordance  with  the  new 
Constitution  and  would  apply  to  the  year  ending  June  30,  1974. 

(8)  -    Labor  Contracts. 

It  is  recommended  that  all  labor  contracts  conform  to  the  privisions 
of  the  State  Law.    We  have  reference  here  to  the  contract  discussed  in 
(2)  of  Part  Three,  "Compliance". 

(9)  -    Annual  Leave. 

We  recommend  that  annual  leave  and  sick  pay  be  computed  in  accordance 
with  the  law  enacted  by  the  1973  Legislature. 

(10)  -    Right-Of -Way  Deposits . 

An  injustice  is  resulting  to  the  funds  of  the  Highway  Department  by 
reason  of  Section  92-9920  Revised  Codes  of  Montana,  which  makes  is  possible 
for  a  District  Judge  to  release  up  to  75%  of  funds  deposited  with  the  court. 
These  deposits  are  100%  of  the  value  as  claimed  by  the  defendant  in  right- 
of-way  acquisitions.    This  law  should  be  amended  so  that  the  value  deter- 
mined by  the  Highway  vjould  be  a  factor  in  releasing  funds,  or  any  amendment 
to  the  present  law  which  will  result  in  a  situation  that  defendants  will 
not  receive  more  that  the  taking  is  worth. 

(11)  -    Journal  Entries. 

We  recommend  that  the  Administrator,  Centralized  Service  Division, 
designate  one  individual  to  approve  all  journal  entries,  indicating  with 
initials  that  this  has  been  done. 

(12)    -  Modifications  and  Agreements. 

We  recommend  that  the  present  effort  with  respect  to  making  modifica- 
tions and  agreements,  which  to  date  b*as  produced  such  excellent  results, 
be  continued,  and  that  a  target  date  of  June  30,  1975  for  being  in  a 
current  position  be  a  goal. 
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